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OATH OR AFFIRMATION

We David Grove and James Rojek affirm that to the best of our knowledge and belief the accompanying financial

statements and supplemental schedules pertaining to ETRADE Capital Markets LLC as of and for the year
ended

December 31 2010 are true and correct We further affirm that neither the Company nor any officer or director has

any proprietary interest in any account classified solely as that of customer
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INDEPENDENT AUDITORS REPORT
FEU2

To the Board of Managers and Member of

ETRADE Capital Markets LLC

Chicago Illinois

We have audited the accompanying statement of financial condition of ETRADE Capital Markets LLC

the Company wholly owned subsidiary of ETRADE Institutional Holdings Inc direct wholly

owned subsidiary of ETRADE Financial Corporation as of December 31 2010 that you are filing

pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 This financial statement is the

responsibility of the Companys management Our responsibility is to express an opinion on this financial

statement based on our audit

We conducted our audit in accordance with generally accepted auditing standards as established by the

Auditing Standards Board United States and in accordance with the auditing standards of the Public

Company Accounting Oversight Board United States Those standards require that we plan and perform

the audit to obtain reasonable assurance about whether the financial statement is free of material

misstatement The Company is not required to have nor were we engaged to perform an audit of its

internal control over financial reporting An audit includes consideration of internal control over financial

reporting as basis for designing audit procedures that are appropriate in the circumstances but not for

the purpose of expressing an opinion on the effectiveness of the Companys internal control over financial

reporting Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the financial statement assessing the accounting

principles used and significant estimates made by management as well as evaluating the overall financial

statement presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition presents fairly in all material respects the financial

position of ETRADE Capital Markets LLC as of December 31 2010 in conformity with accounting

principles generally accepted in the United States of America

February 23 2011

Member of

Deloitte Touche Tohmatsu



ETRADE CAPITAL MARKETS LLC

STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31 2010

In thousands

ASSETS

Cash and equivalents 38240

Trading securities 61081

Receivables from brokers dealers and clearing organizations 24668

Goodwill 121881

Other intangibles net 24937

Other assets 2364

TOTAL ASSETS 273171

LIABILITIES AND MEMBERS EQUITY

LIABILITIES

Securities sold not yet purchased 54735

Accounts payable accrued and other liabilities 6653

Payables to Parent and affiliated companies 1705

TOTAL LIABILITIES 63093

MEMBERS EQUITY 210078

TOTAL LIABILITIES AND MEMBERS EQUITY 273171

See notes to statement of financial condition
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ETRADE CAPITAL MARKETS LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31 2010

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization ETRADE Capital Markets LLC the Company is wholly owned subsidiary of

ETRADE Institutional Holdings Inc direct wholly owned subsidiary of ETRADE Financial

Corporation the Parent The Company an Illinois limited liability company is broker-dealer

registered with the Securities and Exchange Commission SEC member of the Financial

Industry Regulatory Authority Inc FINRA member of the National Stock Exchange and

member of the Chicago Stock Exchange

Nature of Operations The Company operates as market maker in equity securities primarily

those traded on the NASDAQ Stock Market the New York Stock Exchange the OTC Bulletin

Board Pink Sheets Grey Sheets American Depository Receipts and Foreign Ordinaries market

maker provides fair and orderly market for securities traded and must generally be ready to buy or

sell when other buyers or sellers are not available The Company also engages in proprietary trading

In November 2010 the Company transferred the clearance and settlement of its domestic equity

securities trading business to another clearing broker The Company is no longer self-clearing as of

December 2010 and now clears all of its trading business through other clearing brokers

Use ofEstimates The statement of financial condition was prepared in accordance with accounting

principles generally accepted in the United States of America GAAP which require management

to make estimates and assumptions that affect the amounts reported in the statement of financial

condition and related notes for the period presented Actual results could differ from managements

estimates Certain significant accounting policies are noteworthy because they are based on estimates

and assumptions that require complex and subjective judgments by management Changes in these

estimates or assumptions could materially impact the Companys financial condition Material

estimates in which management believes near-term changes could reasonably occur include the

valuation of goodwill and other intangibles the valuation of trading securities and the valuation and

expensing of share-based payments

Fair Value Fair value is defined as the price that would be received to sell an asset or paid to

transfer liability in an orderly transaction between market participants at the measurement date The

Company determines the fair value for its financial instruments and for nonfinancial assets and

nonfinancial liabilities that are recognized or disclosed at fair value in the financial statements on

recurring basis In addition the Company determines the fair value for nonfinancial assets and

nonfinancial liabilities on nonrecurring basis as required during impairment testing or other

accounting guidance See Note Fair Value Disclosures

Estimated Fair Value ofFinancial Instruments The Company believes that the amounts

presented for fmancial instruments on the statement of financial condition consisting of cash and

equivalents receivables from brokers dealers and clearing organizations and other assets accounts

payable accrued and other liabilities and payables to Parent and affiliated companies to be reasonable

estimates of fair value
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Cash and Equivalents The Company considers all highly liquid investments with original or

remaining maturities of three months or less at the date of purchase that are not required to be

segregated under federal or other regulations to be cash equivalents

Trading Securities Securities transactions are recorded on trade-date basis Trading securities

and securities sold not yet purchased are reported at fair value

Goodwill and Other Intangibles net Goodwill and other intangibles net represents
the excess of

the purchase price over the fair value of net tangible assets acquired through the Companys business

combinations The Company tests goodwill and intangible assets for impairment on at least an annual

basis or when certain events occur The Company evaluates the remaining useful lives of other

intangible assets each reporting period to determine whether events and circumstances warrant

revision to the remaining period of amortization

Other Assets Included in other assets are stock ownership in Depository Trust Clearing Corp

NSX Holdings Inc and CHX Holdings Inc which are carried at cost which approximates fair

value The Company also holds 450 shares of Series Convertible Preferred Stock of CRX

Holdings Inc

Share-Based Payments The Company participates in the Parents share-based employee

compensation plans The Parent and the Company record share-based payments expense in

accordance with the stock compensation accounting guidance The Company records compensation

cost at the grant date fair value of share-based payment award over the vesting period less estimated

forfeitures The underlying assumptions to these fair value calculations are discussed in Note

Employee Share-Based Payments and Other Benefits

Income Taxes The Company is single-member LLC and as such is not subject to federal or state

income tax as taxable income is allocated to its member for inclusion in the members tax returns As

result ETRADE Institutional Holdings Inc will include the income from the Company in its tax

returns

New Accounting and Disclosure Guidance Below is the new accounting and disclosure guidance

that relates to activities in which the Company is engaged

Improving Disclosures about Fair Value Measurements

In January 2010 the FASB amended the disclosure guidance related to fair value measurements The

amended disclosure guidance requires new fair value measurement disclosures and clarifies existing

fair value measurement disclosure requirements The amended disclosure guidance requires separate

presentation of purchases sales issuances and settlements of Level instruments and was effective

January 2011 for the Company The Companys disclosures about fair value measurements will

reflect the adoption of the requirement for separate presentation of purchases sales issuances and

settlements of Level instruments in 2011 The remaining amended disclosure guidance became

effective January 2010 for the Company The Companys disclosures about fair value

measurements reflect the adoption of the remaining disclosure guidance in Note Fair Value

Disclosures
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RECEIVABLES FROM BROKERS DEALERS AND CLEARING ORGANIZATIONS

Receivables from brokers dealers and clearing organizations consist of the following in thousands

Receivables from brokers and dealers 743

Receivables from clearing organizations 20848

Deposits with clearing organizations 3077

Total 24668

FAIR VALUE DISCLOSURES

Fair value is defined as the price that would be received to sell an asset or paid to transfer liability in

an orderly transaction between market participants at the measurement date In detennining fair value

the Company may use various valuation approaches including market income and/or cost

approaches The fair value hierarchy requires an entity to maximize the use of observable inputs and

minimize the use of unobservable inputs when measuring fair value

Fair value is marketbased measure considered from the perspective of market participant

Accordingly even when market assumptions are not readily available the Companys own

assumptions reflect those that market participants would use in pricing the asset or liability at the

measurement date The fair value measurement accounting guidance describes the following three

levels used to classifr fair value measurements

Level 1Quoted prices in active markets for identical assets or liabilities

Level 2Quoted prices in markets that are not active or for which all significant inputs are

observable either directly or indirectly

Level 3Unobservable inputs that are significant to the fair value of the assets or liabilities

The availability of observable inputs can vary and in certain cases the inputs used to measure fair

value may fall into different levels of the fair value hierarchy In such cases the level within the fair

value hierarchy is based on the lowest level of input that is significant to the fair value measurement

The Companys assessment of the significance of particular input to fair value measurement

requires judgment and consideration of factors specific to the asset or liability

Recurring Fair Value Measurement Techniques

The criteria used to determine whether the market for financial instrument is active or inactive is

based on the particular asset or liability For equity securities the Companys defmition of actively

traded is based on average daily volume and other market trading statistics The fair value of trading

securities and securities sold not yet purchased is determined using listed or quoted market prices and

are categorized in Level or Level of the fair value hierarchy There have been no significant

transfers between levels within the fair value hierarchy during 2010
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Recurring Fair Value Measurements

Assets and liabilities measured at fair value on recurring basis are summarized below in

thousands

December 31 2010

Level Level Level Fair Value

Assets

Trading Securities

Domestic equities 47278 1484 48762

American Depository Receipts

Foreign equities ____________________ _______________________

Liabilities

Securities sold not yet purchased

Domestic equities

American Depository Receipts

Foreign equities

Total

47179 764 47943

1376 1345 2721

3334 737 4071

51889 2846 54735

Customer relationship

NET CAPITAL REQUIREMENT

Total

2280

6072

55630

3183

784

5451

5463

6856

61081

GOODWILL AND OTHER INTANGIBLES NET

The Company performed an annual test of goodwill for impairment and deemed no adjustment

necessary At December 31 2010 the Companyheld goodwill at carrying value of $121.9 million

At December 31 2010 the Company held identifiable intangible assets with finite lives of $24.9

million net of accumulated amortization expense of $36.9 million

Intangible assets with finite lives which are primarily amortized on an accelerated basis consist of

the following dollars in thousands

Weighted Average Gross Accumulated Net

Useful Life Years Amount Amortization Amount

21 61820 36883 24937

The Company is subject to the Uniform Net Capital Rule under the Securities Exchange Act of 1934

which requires that the Company maintains minimumnet capital equivalent to the greater of $1.0

million or 6-2/3% of aggregated indebtedness as these terms are defined At December 31 2010 the

Company had net capital as defined of $44.3 million which was $43.3 million in excess of its

required net capital of $1 million

Dividends are anticipated to be made to the Parent within the first six months of 2011 subject to

applicable SEC and FINRA limitations
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The Company has entered into an agreement with BNY ConvergEx Execution Solutions LLC
wholly-owned subsidiary of BNY ConvergEx Group LLC which allows the Company to include its

proprietary assets as allowable assets in its net capital computation This agreement conforms to the

requirements related to the capital treatment of assets in the proprietary account of correspondent

PAIB and to permit the correspondent to use PAIB in its capital computations At December 31

2010 the balance at the clearing broker was $7.8 million which is recorded in Receivables from

brokers dealers and clearing organizations on the statement of financial condition

The Company has entered into an agreement with Merrill Lynch Pierce Penner Smith

Incorporated wholly-owned subsidiary of Bank of America Corporation which allows the

Company to include its proprietary assets as allowable assets in its net capital computation This

agreement conforms to the requirements related to the capital treatment of assets in the proprietary

account of correspondent PAIB and to permit the correspondent to use PAIB in its capital

computations At December 31 2010 the balance at the clearing broker was $12.6 million which is

recorded in Receivables from brokers dealers and clearing organizations on the statement of financial

condition

The Company has entered into an agreement with ETRADE Clearing LLC that allows the Company

to include its proprietary assets as allowable assets in its net capital computation This agreement

conforms to the requirements related to the capital treatment of assets in the proprietary account of

correspondent PAIB and to permit the correspondent to use PAIB in its capital computations At

December 31 2010 the balance at the clearing broker was $0.2 million which is recorded in

Receivables from brokers dealers and clearing organizations on the statement of financial condition

RELATED PARTY TRANSACTIONS

The Parent provides the Company systems telecommunication occupancy management assistance

and general and administrative support as needed

The Company received order flow from ETRADE Securities LLC an affiliated company

The Company received clearing services from ETRADE Clearing LLC an affiliated company

EMPLOYEE SHARE-BASED PAYMENTS AND OTHER BENEFITS

In 2005 the Parent adopted and the shareholders approved the 2005 Stock Incentive Plan the 2005

Plan to replace the 1996 Stock Incentive Plan the 1996 Plan which provides for the grant of

nonqualified or incentive stock options and awards to officers directors key employees and

consultants for the purchase of newly issued shares of the Parents common stock at price

determined by the Board of Directors of the Parent the Board at the date the option is granted The

Parent does not have specific policy for issuing shares upon stock option exercises and share unit

conversions however new shares are typically issued in connection with exercises and conversions

The Parent intends to continue to issue new shares for future exercises and conversions

In June 2010 1-for-i reverse stock split of the Parents common stock became effective In

accordance with the 2005 Plan the appropriate 1-for- 10 adjustments were made to the shares

authorized issued and outstanding Under the 2005 Plan the remaining unissued authorized shares of

the 1996 Plan up to 4.2 million shares were authorized for issuance Additionally any shares that had

been awarded but remained unissued under the 1996 Plan that were subsequently canceled would be

authorized for issuance under the 2005 Plan up to 3.9 million shares In May 2009 and 2010
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additional 3.0 million and 12.5 million shares respectively were authorized for issuance under the

2005 Plan at the Parents shareholders annual meetings in each of those respective years As of

December 31 2010 14.0 million shares were available for grant under the 2005 Plan

Employee Stock Option Plans

Options are generally exercisable ratably over four-year period from the date the option is granted

and most options expire within seven years from the date of grant Certain options provide for

accelerated vesting upon change in control Exercise prices are generally equal to the fair market

value of the shares on the grant date

The fair value of each option award is estimated on the date of grant using Black-Scholes-Merton

option pricing model based on the assumptions specific to the Company noted in the table below

Expected volatility is based on combination of historical volatility of the Parents stock and implied

volatility of publicly traded options on the Parents stock The expected term represents the period of

time that options granted are expected to be outstanding The expected term is estimated using

employees actual historical behavior and projected future behavior based on expected exercise

patterns

The risk-free interest rate is based on the U.S Treasury zero-coupon bond where the remaining term

approximates the expected term The dividend yield is zero as the Parent has not nor does it currently

plan to issue dividends to its shareholders

Year Ended

December 31 2010

Expected volatility 78%

Expected term years 4.2

Risk-free interest rate 2%

Dividend yield

The Companys weighted-average fair value of options granted was $8.74 for 2010 Intrinsic value of

options exercised were less than $0.01 million for the year ended December 31 2010
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summary of the Companys option activity under the stock option plan is presented below

Weighted-
Weighted-

Average Aggregate
Shares Average

Remaming Intrinsic Value
in thousands Exercise

Contractual in thousands
Price

Life

Outstanding at January 2010 139 144.92

Transfers net1 109.36

Granted 13 14.60

Exercised

Canceled/forfeited 10 125.85

Outstanding at December 31 2010 146 133.96 3.41 32

Vested and expected to vest at

December3l2010 144 135.45 3.38 30

Exercisable at December 31 2010 113 151.47 3.04

Transfers net refer to the transfer of employees between subsidiaries of the Parent

As of December 31 2010 there was $0.4 million of total unrecognized compensation cost related to

non-vested options This cost is expected to be recognized over weighted-average period of 1.2

years

Restricted Stock Units

The Parent issues restricted stock units to the Companys employees Each restricted stock unit can be

converted into one share of the Parents common stock upon vesting The units are issued at the fair

market value on the date of grant and vest ratably over the period generally two to four years The

fair value is calculated as the market price upon issuance

summary of non-vested restricted stock unit activity for the Company is presented below

Weighted-

Average Aggregate

Units Remaining Intrinsic

in Contractual Value in

thousands Life thousands

Outstanding at January 2010 34

Transfers net1

Issued 24

Released 38
Canceled/forfeited

Outstanding at December 31 2010 27 0.95 432

Vested and expected to vest at December 31 2010 25 0.93 397

Transfers net refer to the transfer of employees between subsidiaries of the Parent
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As of December 31 2010 there was $0.2 million of total unrecognized compensation cost related to

non-vested units This cost is expected to be recognized over weighted-average period of 1.7 years

The total fair value of restricted stock units vested was $0.6 million for the year ended December 31

2010

401k Plan

The Parent has 401k salary deferral program which includes eligible employees of the Company

who have met certain service requirements The Company matches certain employee contributions

additional contributions to this plan are at the discretion of the Company

LINE OF CREDIT

The Company has established $20.0 million intraday line of credit and $50.0 million overnight

line of credit with ETRADE Bank wholly owned indirect subsidiary of the Parent to finance the

Companys operations Loans under this arrangement bear interest at the Federal Funds rate plus

0.5% The loans are payable on demand and are collateralized by securities owned by the Company

At December 31 2010 there were no amounts outstanding under this line of credit

The Company has also established $30.0 million line of credit with ETRADE Financial

Corporation to finance the Companys operations Loans under this arrangement bear interest at the

Federal Funds rate plus 0.5% The loans are payable on demand and are collateralized by securities

owned by the Company At December 31 2010 there were no amounts outstanding under this line of

credit

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK AND
CONCENTRATIONS OF CREDIT RISK

In the normal course of business the Company enters into transactions in financial instruments with

varying degrees of off-balance-sheet risks The fmancial instruments include corporate equity

securities The trading of these financial instruments is conducted with other registered broker-

dealers The Company also maintains bank accounts with balances that sometimes exceed federally

insured limits The Companys exposure to credit risk associated with counterparty nonperformance

on the above financial instruments is limited to the amounts reflected in the statement of financial

condition

Securities sold not yet purchased represent obligations of the Company to deliver specified securities

at the contracted price and thereby create liability to repurchase the securities in the market at

prevailing prices These transactions may result in off-balance-sheet risk as the Companys ultimate

obligation to satisfy its obligation for securities sold not yet purchased may exceed the amount

recognized in the statement of financial condition

10 RISKS RELATING TO THE REGULATION OF THE BUSINESS

The Companys role as market maker at times requires it to make trades that adversely affect its

profitability In addition as market maker the Company is at times required to refrain from trading

for its own account in circumstances in which it may be to the Companys advantage to trade For

example the Company may be obligated to act as principal when buyers or sellers outnumber each

other In those instances the Company may take position counter to the market buying or selling

shares to support an orderly market in the affected stocks In order to perform these obligations the

Company holds varying amounts of securities in inventory In addition market makers generally may
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not trade for their own accounts when public buyers are meeting public sellers in an orderly fashion

and may not compete with public orders at the same price By having to support an orderly market

maintain inventory positions and refrain from trading under some favorable conditions the Company

is subject to high degree of risk Additionally regulators including stock exchanges periodically

amend their rules and may make the rules governing the Companys activities as market maker

more stringent or may implement other changes which could adversely affect its trading revenues

11 COMMITMENTS CONTINGENCIES AND OTHER REGULATORY MATTERS

From time to time the Company has been threatened with or named as defendant in lawsuits

arbitrations and administrative claims Such matters that are reported to regulators such as the SEC

FINRA or others are investigated by such regulators and may if pursued result in formal arbitration

claims being filed against the Company and/or disciplinary action being taken against the Company

by regulators Any such claims or disciplinary actions that are decided against the Company could

harm the Companys business The Company is also subject to periodic regulatory audits and

inspections which could result in fines or other disciplinary actions Unfavorable outcomes in such

matters may result in material impact on the Companys financial position

The Company has provided guarantee to its clearing brokers Under the agreement the Company

has agreed to indemnify the clearing brokers for customers introduced by the Company that are

unable to satisfy the terms of their contracts The Companys liability under these arrangements is not

quantifiable However management believes the potential for the Company to be required to make

payments under this agreement is remote Accordingly no amounts are recorded on the statement of

financial condition for these contingent liabilities
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Deloitte Touche

111 Wacker Drive
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February 23 2011
Tel 312 486 1000

Fax 312 486 1486

www.deloitte.com

ETRADE Capita Markets LLC

440 South LaSalle Street

Chicago IL 60605

To the Board of Managers and Member of ETRADE Capital Markets LLC

In planning and performing our audit of the financial statements of ETRADE Capital Markets LLC

the Company wholly owned subsidiary of ETRADE Institutional Holdings Inc direct wholly

owned subsidiary of ETRADE Financial Corporation as of and for the year ended December 31 2010

on which we issued our report
dated February 23 2011 and such report expressed an unqualified opinion

on those financial statements in accordance with generally accepted auditing standards as established by

the Auditing Standards Board United States and in accordance with the auditing standards of the Public

Company Accounting Oversight Board United States we considered the Companys internal control

over financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of expressing an

opinion on the effectiveness of the Companys internal control Accordingly we do not express an

opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission the SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of compliance with such practices

and procedures that we considered relevant to the objectives stated in Rule 17a-5g in the following

making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3a11
and the reserve required by Rule 5c3-3e making the quarterly securities examinations counts

verifications and comparisons and the recordation of differences required by Rule 17a-13 complying

with the requirements for prompt payment for securities under Section of Federal Reserve Regulation

of the Board of Governors of the Federal Reserve System and obtaining and maintaining physical

possession or control of all fully paid and excess margin securities of customers as required by Rule

15c3-3

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs above-mentioned objectives Two of the

objectives of internal control and the practices and procedures are to provide management with

reasonable but not absolute assurance that assets for which the Company has responsibility are

safeguarded against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

is subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

Member of

Deloitte Touche Tohmatsu



deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis sign/Icant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet important

enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not

accomplish such objectives in all material respects
indicate material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices
and procedures

as described in the second paragraph of this report were adequate at December 31 2010 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Managers management the

SEC the Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on Rule

7a-5g under the Securities Exchange Act of 1934 in their regulation of registered broker-dealers and is

not intended to be and should not be used by anyone other than these specified parties

Yours truly

Oft
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INDEPENDENT ACCOUNTANTS REPORT ON APPLYING AGREED-UPON PROCEDURES

To the Board of Managers of

ETRADE Capital Markets LLC

440 South LaSalle Street Suite 3030

Chicago IL 60605

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying General Assessment Reconciliation

Form SIPC-7 to the Securities Investor Protection Corporation SIPC for the year ended December 31

2010 which were agreed to by ETRADE Capital Markets LLC the Company and the Securities and

Exchange Commission Financial Industry Regulatory Authority Inc and SIPC solely to assist you and

the other specified parties in evaluating the Companys compliance with the applicable instructions of the

Form SIPC-7 The Companys management is responsible for the Companys compliance with those

requirements This agreed-upon procedures engagement was conducted in accordance with attestation

standards established by the American Institute of Certified Public Accountants The sufficiency of these

procedures is solely the responsibility of those parties specified in this report Consequently we make no

representation regarding the sufficiency of the procedures described below either for the purpose for

which this report
has been requested or for any other purpose The procedures we performed and our

findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement

records entries and copies of checks made payable to SIPC noting no differences

Compared the total rounded revenue amounts of the audited Form X-17A-5 for the year ended

December31 2010 as applicable with the amounts reported in Form SIPC-7 for the year ended

December 31 2010 noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers supporting the adjustments noting no differences

Compared the amount of any overpayment applied to the current assessment with the Form SIPC

7T on which it was originally computed noting no differences

Member of

Deloitte Touche Tohmatsu



We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on compliance Accordingly we do not express such an opinion Had we

performed additional procedures other matters might have come to our attention that would have been

reported to you

This report is intended solely for the information and use of the specified parties listed above and is not

intended to be and should not be used by anyone other than these specified parties

OjQslM kTauot Uf

February 23 2011



SECURITIES INVESTOR PROTECTION CORPORATION
P.O Box 92185 Washington D.C 2009O2185

202-3718300

General Assessment SEC MaW

Secti
For tie liscal year ended O\ 20

Read caretuly the nstucflorrs in your Wmnrng Copy belore completing thiS For 25 2011

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS
WaeVufl9tOfl

DC
Name of Member address Designated Examining Authority 1934 Act registration no and month in whiOcaI year ends for

purposes of the audit requirement of SEC Rule 17a-5

FINRA DEC

ETRADE CAPITAL MARKETS LLC

ATTNJAMES ROJEK

44t LASALLE ST STE 3050

CHICAGO IL 606066019

.....................

___________

____________

It Overpayment carried forward

Subsidiaries and predecessors included in this form give name and 1934 Aol registration number

The SIPC member submitting this form and tOe

person by whom it is executed represent thereby

ltiat alt information contained herein is true correct

and complete

Dateri the day of FrL

L.U
Lclt5 _____________

Postrnartied

uJ

Calculations __________

Exceptions

Disposition of exceptions

Receive cI evr ewe

Docunierration
________________ Forward Copy

sIpc7

33-REV 7i10

SIPC-7

1010

page

Note If any of the information shown on the mailing label

requires correction please e-mail any corrections to

form@sipo.org and so indicate on the form tiled

Name and telephone number of person to contact

respecting this form

trate Pid

Less payment made with SIPC6 tiled exclude interest

less prior overpayment applied

Assessmenl balance due or overpayment

Interest computed on late payrnerf see instruction for_ days at 20% per annum

Total assessment balance and interest due or overpavmenl carriod forward

PAID WITH THIS FORM
Check enclosed payable to SIPC

Total must he same as above

EThANE CA1I7TL jvAiLfl
irne P.tnrnir uthr rrra1io

This form and the assessment payment is due 60 days after the end of the fiscal year Retain the Working Copy of this form
for period of not tess than years the latest years in an easily accessible place

ti



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

itemNe

Total rovonul FOCUS Une 121PM flA Line Coda 4030

Th Additions

Tots revenues from the secritios biminess ci subsidiaries sxcepl forqlgn aubsidiaries and

predecessors not tnoiuded above

Net loss from principal transactions in securities in trading accounts

Net loss from principal transactions in commodities in trading account.

interest and dividend axpono doductod in determining item

Net ins from management 01 or participation in ho underwriting or distribution of securities

Expenses other than advertising printing registration toes and is9si foes deducted in doformining not

profit from management of or participation in underwriting or distribution of securities

Not loss from securities in investment accounts

Total additions

2c Doductiona

Revenues from the distribution of shares of rsgiatorod open end invostmsnt company or unit

invostmeni trust from the sale of variabis annuities from the business of insurance from invsstmsnt

advisory services rondsrsd to registered invsstment companies or insurance company separate

accounts and from transactions in security futures products

Rovenpss from commodity transactions

CommissIons floor brokerage and cioarance paid to other SiPC mombors in connection with

so.cudttss transactions

Reimburssmonts for postage in connection with proxy solicitation

Nat gain from securities in investmont accounts

tOOt of commissions and markups earned from transactions is certificato of dopoltt and

ii Treasury bills bankers accoptances or commercial paper first msjure nine months or loss

from Issuance date

Direct exponsis of printing advortising and legal faa incurred in connection with other revenue

related to tho securities business rovonuo defined by $sction 169L of the Act

Other revenue not related oithor diroctiy or indirectly to tho securities business

Sos Instruction

Amounts fiacai period

beginning
flltdtL

2022
and ending 31 2010

Eliminate eents

sJ03 %01V.I

23.WIh 14
I-

Total intsrost and dividend expense FOCUS Line 22IPART ilA Lino Is

Coda 4075 plus tine 2b4 above but not in excess

of total interest and dividend Incomo

ii 40% of margin interest earned on customers securities

accounts 40% 01 FOCUS iine Code 3960 $______

Enter tho greater of line or ii

Total deductions

2d SIPC Net Operating Rovonuos

2. Genera Aasossment .0025

41Ob
231 IS1

I9997
to pegs line 2.A


